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R ecent national attention on higher education fi nance has focused overwhelmingly 
on rising tuitions and state and federal efforts to address the burgeoning “cost 
crisis.” While rising prices are a serious and important concern for students 

and families, what has been missing from this discussion is an understanding of why 
the money spent on college by families, governments, and the private sector matters. 
In particular, the investment in student grants, scholarships, and other aid is a critical 
part of the equation to equalize educational opportunity and make college possible 
for a growing number of academically qualifi ed but fi nancially challenged Americans. 
Equally as important, the failure to invest could have serious negative consequences for 
the nation, far beyond the simple loss of educational opportunity for individuals.

This report reviews and synthesizes a vast array of studies and analyses conducted in 
recent years to paint a more complete portrait of the benefi ts that result from investment 
in student-based support. It has been commissioned to celebrate the launch of National 
Scholarship Month, May 2004, an annual event since 1998 that is designed to highlight 
the importance of access to college and to improve understanding of the need to invest 
in student fi nancial support. We hope this report will serve as a valuable and timely 
resource to policymakers, the media, higher education leaders, and the general public 
about why the investment in student aid indeed pays off for both society and individuals.

Special thanks to Melissa Clinedinst, Senior Research Analyst at the Institute for 
Higher Education Policy, for her hard work and dedication in drafting the report. We 
also wish to thank the many other staff members from our respective organizations 
who have contributed to the report’s success, particularly Alisa Cunningham, Director 
of Research, and Loretta Hardge, Director of Communications and Marketing at 
the Institute for Higher Education Policy, as well as Barbara Arnold, Vice President, 
Public Affairs and Communications, and Perrie Garland, Publications Manager at 
Scholarship America®.

Finally, we express our deep appreciation to Carl Dalstrom, President, Henry 
Fernandez, Executive Director of Scholarships, Outreach, and Philanthropy, and the 
entire team at USA Funds for their generous support in making this project possible. 
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errors of omission or interpretation contained herein.
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Acollege education makes a big difference in our lives as Americans. This is true Acollege education makes a big difference in our lives as Americans. This is true Afor individuals, but is especially true in terms of our shared economic, social, and 
cultural well-being as a nation. Student aid, particularly grants, is a critical part Acultural well-being as a nation. Student aid, particularly grants, is a critical part A

of the investment in higher education that leads to these public and private benefi ts.

While many policymakers and education leaders cite the fact that a bachelor’s degree has 
become worth more than $1 million in lifetime earnings, the other economic and social 
benefi ts of college are even more important, though often unrecognized. These include:

 increased tax revenues,

 decreased reliance on public assistance programs,

 lower unemployment rates, and

 increased voting, volunteering, and other civic activities. 

For example, the unemployment rate for those with bachelor’s degrees was 2.9% 
in January of 2004, compared to 4.9% for those with a high school diploma and 
8.8% for those with less than a high school diploma. Similarly, in the 2000 national 
elections, 77% of Americans with a bachelor’s degree voted, compared to 54% of high 
school graduates and 38% of those with less than a high school diploma.

Because a college education benefi ts both individuals and society, the cost of providing 
college access to all citizens is shared by students and families, taxpayers, colleges 
and universities, and the private sector. Unfortunately, over the last three decades 
the amount and type of support provided by these partners has shifted considerably, 
resulting in diminished access for low-income students. Examples of this shifting 
support include:

 By the mid-1990s, the maximum federal Pell Grant paid for only about 34% of the 
average cost of attendance (tuition, fees, room, and board) at a public four-year 
college, compared to 84% in the mid-1970s.

 Between 1980 and 2000, the proportion of income required for a low-income 
family to pay for one year at a public four-year college increased from 13% to 
25%; high income families pay less than 5%.

 Student loans comprised nearly 70% of federal student assistance in 2002-03, and 
non-need-based aid comprised more than 40% of all fi nancial aid – both sharp 
increases compared to just a decade ago.

The results of this shift can be seen most clearly in the fact that the gaps in college-
going rates between low and high-income students, and between minorities and 
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whites, have remained virtually unchanged in the last 20 years, despite increases in 
college enrollment overall. In fact, today only 48% of low-income students go to 
college, compared to 77% of high income students. Rising student loan debt – now 
approximately $18,000 for undergraduates – also is a serious concern. Debt can 
infl uence whether students go to college, where they go, and what they do upon 
graduating. Given projected dramatic increases in the number and proportion of high 
school graduates who are minority and fi rst-generation students, the failure to invest 
now in college access for all students will result in sharply diminished returns for 
individuals and society.

To make college possible for current and future generations, the federal government 
and states must recommit to providing need-based grant aid in amounts that will 
allow low-income students to attend and complete college. This goal can be reached, 
in part, by:

 doubling the maximum Pell Grant award and fully funding the program,

 refocusing state student aid dollars on need-based grants, and

 acknowledging the private sector as a full partner in the college fi nancing equation, 
particularly through scholarship aid.

The economic growth and social stability of the nation will depend upon our ability to 
capitalize on these opportunities and invest in America’s future.
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The opportunity to increase one’s economic status and personal independence, 
to pursue any career, is the foundation of the American dream. Education, 
ingenuity, and perseverance have always been important components of 

reaching this dream. Today, a college degree is an increasingly critical milestone on 
the road to personal success. The individual gains of education are more obvious, 
but society also benefi ts from the skills and knowledge of college graduates. In other 
words, individuals benefi t both from attaining a college degree and from living in 
a community composed primarily of college graduates. The reality of these dual 
benefi ts is the reason why taxpayer dollars are spent to help capable but economically 
disadvantaged students attain college degrees. However, the size of the public 
contribution has changed over time in response to shifting attitudes about the relative 
importance of individual and societal benefi ts. Maintaining the right balance between 
individuals’ and society’s contribution to the cost of college will be critical to ensuring 
that neither of those benefi ts are diminished.

Introduction
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For today’s high school students, a college education represents more than an 
opportunity for continued learning, a vehicle for personal growth, and an 
advantage in the labor market. A bachelor’s degree has become the passkey to 

the middle class and beyond. As a result, the number of high school graduates who 
pursue postsecondary education continues to increase even as growth in tuition 
outpaces growth in family income. Nothing illustrates the perceived economic 
advantages conferred by a postsecondary credential more powerfully than students’ 
willingness to borrow – more than half of all bachelor’s degree recipients graduate 
with student loan debt averaging between about $15,000 and $17,000 (ACE, 2003a). 
Yet, no one can argue that the personal economic benefi ts of a college education 
are illusory. As shown in Figure 1, median annual salaries are strongly related to 
educational credentials (Census, 2002). A bachelor’s degree has become worth more 
than $1,000,000 in total lifetime earnings (College Board, 2003a).

Society also reaps many benefi ts from an educated citizenry, including increased tax 
revenues, decreased reliance on public assistance programs (NCES, 1998), lower 
unemployment rates (BLS, 2004), and increased civic participation (NCES, 2003) 
(Figure 2a, 2b, and 2c). Although the public and private benefi ts of higher education 

Benefi ts to Individuals and Society
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are often discussed separately, they are interrelated in important ways. For example, 
increased tax revenues are a direct result of the larger salaries of many college 
graduates. Decreased unemployment rates result from the greater number and variety 
of jobs available to college graduates (Barton, 2002). And, decreased reliance on public 
assistance programs results from both of these private benefi ts.
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Many attempts have been made to accurately document and quantify the personal 
and private benefi ts of higher education. An array of the most commonly accepted 
public and private benefi ts are cataloged in Figure 3 according to their economic or 
social value (IHEP, 1998). As the proportion of jobs that require a bachelor’s degree 
increases, the relative value of higher education will shift toward the public domain. 
According to the U.S. Department of Labor, job growth between 2000 and 2010 will 
overwhelmingly be in fi elds requiring a college education (BLS, 2001).

The variety of benefi ts to both individuals and society, as well as the interdependence 
of these benefi ts, makes clear why the investment of taxpayer dollars in higher 
education matters. The return on this investment is maximized when the expenditure 
of taxpayer dollars is focused on low-income students. Despite the future economic 
advantages conferred by a college degree, the fi nancially neediest students simply 
cannot attend college without government intervention. The failure to invest in college 
access for all students not only results in diminished personal economic opportunities 
for low-income students but also weakens the fabric of society and risks costing the 
nation more in the long-term.

Figure 2c: Registration and voting rates for US citizens ages 18
and older, by educational attainment, November 2000 
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Figure 3. The array of higher education benefi ts
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Because higher education confers both personal and societal benefi ts, the cost is 
shared among students and families, taxpayers, colleges and universities, and 
the private sector. Among society’s fi nancial investments are: 1) direct student 

fi nancial aid, provided largely by the federal government and states; 2) fi nancial support 
to colleges and universities in the form of state and local government appropriations; 
3) funds raised by colleges and universities; and 4) private sector scholarships. This 
cost-sharing system supports the societal goal of access for low-income students and 
enhances both the personal and societal benefi ts of higher education.

However, the relative amount and type of support provided by these partners has 
shifted considerably over the last three decades, resulting in diminished college access 
for low-income students. In particular, two changes – declining support for grant aid in 
the federal student fi nancial aid system and decreased state and local appropriations to 
colleges and universities – have shifted more of the cost of higher education to students 
and families. This dramatic shift in the cost-sharing system has disproportionately 
affected the ability of low-income students to fi nance their college education.

Role of the Federal Government

The federal government plays a large role in college access, providing two-thirds of the 
$105.1 billion of direct student fi nancial aid disbursed in 2002-03. During the 1970s, 
the vast majority of federal student fi nancial aid was distributed in the form of grants 
to low-income students and families. Grant aid that is based on fi nancial need has 
been shown to have the most powerful effect on college access (Heller, 1996). As both 
the price of college and the number of people attending increased, the cost of need-
based grant aid grew substantially during a time of economic recession and competing 
priorities. As a result, the federal commitment to need-based grant aid has decreased 
substantially since the early 1980s. By 2002-03, loans comprised nearly 70 percent 
of federal student fi nancial aid. Aid that is not based on fi nancial need – unsubsidized 
student loans, loans to parents, and tax credits – comprised more than 40 percent of the 
total. This decreased commitment to grant aid has substantially reduced the proportion 
of the total cost of college attendance that is covered by the average Pell Grant, which is 
the primary vehicle for supporting low-income students (College Board, 2003b) (Figure 
4). During the mid-1990s, the purchasing power of the maximum Pell Grant reached a 
low of 34 percent, down from 84 percent in the mid-1970s (ACSFA, 2002).

During times of budgetary strain, loans are particularly attractive to policymakers 
who want to convey a commitment to higher education at a fraction of the cost of 
grant programs. Guaranteed student loans are a less expensive investment because 
the federal government generally only covers the costs of subsidized interest, 

Public Investment in Access
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administrative requirements, and loan defaults (Price, 2004). In 2001-02, the federal 
government appropriated $11.9 billion in order to provide a like amount of grant aid 
to students. In the same year, only $3.9 billion was necessary to support the $26 billion 
in loan aid administered through the Federal Family Education Loan Program (Price, 
2004). Student loans are an important part of the college access equation and should 
not be underestimated. But unfortunately, the limited investment in grant aid overall 
and the increasing focus on non-need-based aid have hindered progress toward the 
goal of equity in access to a college education. Between 1981 and 1996, the nation 
experienced dramatic growth in the percentage of high school graduates who enrolled 
in college at all income levels and among almost all racial/ethnic groups. However, 
gaps in college-going rates between minorities and whites and between high and low-
income students have remained virtually unchanged. In fact, the most recent statistics 
on college-going rates show either negative or fl at growth between 1996 and 2001 for 
all groups (NCES, 2003) (Figure 5).

Figure 5: Percentage of high school graduates ages 16 to 24 enrolled in college 
the October following graduation, by race and income 

Total Low income Middle income High income White Black Hispanic

1972 49.2% 26.1% 45.2% 63.8% 49.7% 44.6% 45.0%

1981 53.9% 33.6% 49.2% 67.6% 54.9% 42.7% 52.1%

1996 65.0% 48.6% 62.7% 78.0% 67.4% 56.0% 50.8%

2001 61.7% 43.8% 56.5% 79.8% 64.2% 54.6% 51.7%

SOURCE: NCES, 2003

Until new data become available, it remains unclear whether 2001 represents a 
temporary stagnation in college-going among high school graduates or forecasts the 
beginning of a reversal in the growth of previous years. However, some basic facts 

Figure 4: Average Pell Grant as share of Tuition, Fees, 
Room, and Board, 1976-77 to 2001-02
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about the disproportionate and increasing burden faced by low-income students and 
families in fi nancing college paint a grim picture. The percentage of family income 
required to pay for one year at a public four-year college doubled for low-income 
families – from 13 to 25 percent – between 1980 and 2000. During the same time 
period, the proportion of income necessary for high-income families to cover this 
expense remained steady at less than 5 percent (NCPPHE, 2002). In addition, low-
income families face substantially higher levels of unmet need – the balance remaining 
after the expected family contribution and all available fi nancial aid have been applied 
– in comparison to middle and high-income families (Figure 6). In order to cover this 
balance, students have turned to even further borrowing and/or increased their work 
hours, both of which add to the burden of paying for college (ACSFA, 2002). Experts 
estimate that in the fi rst decade of the twenty-fi rst century as many as two million 
college-qualifi ed high school graduates from low and moderate income families will 
not attend college because of fi nancial barriers (ACSFA, 2002).

Role of State Governments

The proportion of total revenues provided to public institutions through state and local 
appropriations decreased dramatically during the 1980s and never rebounded. During 
academic year 1980-81, appropriations from state and local governments comprised 
nearly half of total revenue for public institutions. By 1999-2000, however, only about 
one-third of public institutional revenues were provided by state and local governments 
(NCES, 2002). Because the revenue sources of public institutions are limited – tuition 
and fees, government appropriations, private gifts, endowment income, and income 
from sales and services – decreased state and local appropriations often result in 
some level of increase in tuition and fees (College Board, 2003a) (Figure 7). In fact, 
decreasing revenues from state appropriations seems to be the most important factor 
related to tuition increases at public four-year institutions (NCES, 2001).

Figure 6: Average annual unmet need facing high school 
graduates by family income and type of college, 1999
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Figure 7:  Annual percentage change in instructional appropriations and total 
tuition at public four-year institutions in current dollars, 1980-81 to 2001-02
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Rising Tuition

Tuition increases have become the norm for today’s aspiring and current college 
students and their parents. Beginning in the early to mid-eighties – when most 
current high school students were born – tuition and fee charges and total cost 

of attendance (tuition, fees, room, and board) have increased faster than infl ation 
almost every year, with the most dramatic increases occurring at four-year institutions 
(Figure 8a and Figure 8b). For example, 2003-04 college students paid an average of 
$4,694 in tuition and fees for one year at a public four-year institution. In 1993-94, 
one year would have cost students $3,188 after adjusting for the ten-year infl ation 
rate. In 1983-84, students would have paid less than half the price at $2,074 (College 
Board, 2003a).

However, most students do not pay the published tuition and fee charges. Around 50
percent of college students receive grant aid that reduces their net price – the difference
between published tuition and fees and what students actually pay out of pocket 
(College Board, 2003b). And, despite steady increases in tuition, very few students pay 
the exorbitant $20,000 to $30,000 per year tuition and fee charges that are often cited 
in newspaper articles. In fact, of the 3,600 American colleges and universities, only 200 
had published tuition and fee charges of $20,000 or more in 2002-03 (ACE, 2003). 
And, nearly two-thirds of full-time undergraduates at four-year institutions attended 
colleges and universities that had published tuition and fee charges of less than $7,000 
in 2003-04 (College Board, 2003a).
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Fibure 8b.  Average tuition, fees, room, and board charges at 
four-year institutions, in constant (2003) dollars, 1976-77 to 2003-04 

(enrollment weighted)
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Students and families continue to fi nd ways to fi nance higher education despite 
fi nancial hardships because of the potentially large personal economic gains. 
However, not all college graduates benefi t equally. Although college graduates 

do earn more on average than high school graduates, median salary fi gures obscure 
important differences in earnings. In fact, average salaries vary considerably by 
gender, race, economic background, and type of degree even among individuals with 
equivalent educational credentials. For example, women and minorities earn less on 
average than their counterparts. More importantly, as the level of education – and 
presumed fi nancial investment – increases, these differential benefi ts become more 
pronounced (College Board, 2003a) (Figure 9a and Figure 9b). In other words, while 
getting a college education adds to one’s personal fi nancial status, it also exacerbates 
the differences among some groups. This reinforces the need to understand the 
broader public benefi ts that result from investing in higher education.

The Role of Debt

The relative personal economic benefi ts of higher education also are infl uenced by the 
increasing prevalence of student borrowing, particularly among low-income students. 
Students who borrow to cover the cost of attendance pay a 33 percent premium on 
the portion that is paid for with student loans (assuming a ten-year payback period 
at 7 percent interest) (Price, 2004). As of 2000, average cumulative educational debt 

Consequences of Declining 
Public Investment

Figure 9a: Median annual earnings of year-round, full-time workers, 
age 25 and over, by gender and educational attainment, 2001
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for undergraduates was approximately $18,000 (GAO, 2003), which translates into 
a $6,000 borrowing premium. In other words, a student who borrowed $18,000 to 
fi nance the price of college will actually pay $24,000 over time (Price, 2004).

In the 10 years from 1989-90 to 1999-2000, the percentage of students at all income 
levels who borrowed for college increased as did the amount borrowed. However, the 
amount borrowed varied little among income groups (NCPPHE, 2002). In addition, 
women, racial minorities, and students from low-income families all were more likely 
to borrow than their counterparts. Given the lower average salaries earned by these 
groups of graduates, it is not surprising that they are more likely to struggle with an 
excessive student loan debt after graduation (Price, 2004).

In addition, many borrowers begin post-college life at a disadvantage to their non-
borrower counterparts in other ways that affect quality of life. A 1998 survey of 
student borrowers found that for those who fi nished their degree programs, 40 
percent delayed purchasing a home, 31 percent delayed purchasing a car, and 22 
percent delayed having children due to student loan debt (Baum and Saunders, 1998). 
In a more recent survey, 39 percent of low-income borrowers reported that loan 
repayments caused more hardship than anticipated (Baum and O’Malley, 2003).

Despite these diffi culties, most people agree that a college degree is ultimately worth 
the individual investment in one’s economic future, given the potential for increased 
earnings over the long-term. However, excessive student loan debt threatens to disrupt 
the delicate balance between private and public benefi ts. If policymakers and education 
leaders continue to emphasize the personal economic returns of higher education, how 

Figure 9b: Median annual earnings of year-round, full-time workers, 
age 25 and over, by race and educational attainment, 2001
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can society reasonably expect recent college graduates to forgo economic prosperity to 
fi ll shortages in critical but low-wage careers, such as teaching and social work? Under 
our current fi nancial aid structure, this decision would be economically unsound for the 
vast majority of low-income and minority graduates. For instance, the nation continues 
to suffer from a shortage of elementary and secondary teachers, particularly minority 
teachers (Alliance, 2000). Yet how can the teaching profession successfully recruit and 
retain new teachers when employing them in this low-paying profession is tantamount 
to resigning many of them to years of excessive educational debt burden, as well as 
delaying home ownership and families? The continued policy focus on the individual 
benefi ts of higher education risks diminished returns both for individuals and society.

Loans certainly have an important place in the college fi nancing system, given rising 
tuitions and the personal economic benefi ts that a college degree confers. The personal 
economic benefi ts justify the expectation that students and families will contribute 
to the cost of higher education, and student loans prove to be a good investment for 
most individuals. However, the growing reality is that borrowing serves as the main 
mechanism for increasing access. This poses the danger of creating yet another aspect 
of educational inequality – between those who have to borrow and those who can 
pay up front. Not surprisingly, college students who have to borrow in order to gain 
access to a four-year institution are more likely to have the same racial and economic 
background as high school graduates who still lag behind in college-going rates. In 
order to ensure that both low-income students and society as a whole can continue 
to reap the benefi ts of higher education, a greater proportion of fi nancial aid must be 
awarded on the basis of need and in the form of grants.

The Role of Demographic Changes

The window of opportunity to regain an appropriate balance between individual and 
societal responsibility for fi nancing higher education is already closing. The nation is 
about to experience a surge in the number of high school graduates that will peak at 
nearly 3 million in 2008 (WICHE, 2003). If the promise of No Child Left Behind is 
fulfi lled, an increasing percentage of these new high school graduates will be college 
qualifi ed. In addition, most of this growth in college-qualifi ed high school graduates 
will occur among groups who are most in need of grant aid – minority, low-income, 
and fi rst-generation students. For example, the number of Hispanic high school 
graduates will increase by nearly 80 percent, while the number of whites will decline 
(WICHE, 2003) (Figure 10). In addition, these “minority” populations will compose 
more than 50 percent of the total U.S. population within the lifetime of today’s high 
school students (Census, 2002b). As this demographic shift progresses, the economic 
success and social progress of today’s minority populations will become inextricably 
bound to that of the nation.

While the current fi nancial aid system clearly has improved access for students overall, 
it has proven less effective in reducing the racial and income gaps in access to higher 
education due to the inadequate investment in need-based aid. As the need for more 
college educated workers continues to increase, the economic growth and social 
progress of the nation will become increasingly dependent upon providing educational 
opportunity to all Americans who are willing and able to learn.
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Figure 10: Percent change in number of public high school graduates 
by race/ethnicity, 2001-02 (actual) and 2013-14 (projected)
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Policy changes at the federal and state levels can ensure postsecondary access 
for the coming wave of college-ready high school graduates. The future state of 
college access rests primarily on a recommitment to need-based grant aid. The 

shift to an emphasis on loan aid and non-need-based aid has addressed the needs of 
affordability and choice for middle and high income students, but it has not addressed 
the most important and original goal of student fi nancial aid – improving access for 
low-income students. Given projected demographic changes that could result in a 
loss of as many as two million college-qualifi ed high school students by the end of 
the decade, the nation simply cannot afford to under-invest in college access for low-
income students. Some specifi c recommendations to invest in America’s future are:

 The federal government should double the maximum Pell Grant and 
fully fund the program. Doubling the maximum Pell grant would restore the 
program’s lost purchasing power and pay for an average of 75 percent of the 
price of attendance at public four-year colleges, thereby signifi cantly reducing the 
fi nancial obstacles that low-income students face. Although increases in grant 
aid are more expensive than equivalent increases in loan aid, grant aid is a more 
effi cient use of taxpayer dollars because it has a far more powerful effect on 
students’ ability to attend college.

 State governments must refocus student aid dollars on need-based grants. 
The recent state-level trend of awarding student aid based on academic merit alone 
reduces funds for low-income, minority, and fi rst-generation students. Given the 
societal benefi ts of higher education, state governments also must ensure that higher 
education’s share of general revenues does not continue to decline. At the same time, 
state policymakers must reevaluate their tuition policies for public colleges and 
universities. Policies must be set and resources allocated so that tuition increases can 
be reasonably consistent with general indicators of economic capacity in the state, 
such as per capita personal income. State leaders also should link funding for state 
fi nancial aid programs directly with tuition or fee decisions to make sure that needy 
students are not shortchanged in times of rising student charges.

 The private sector must be recognized as an important partner in the 
national goal of improving access to higher education. The private sector needs 
to be acknowledged as a full partner in the college fi nancing equation and should 
play a major role in our national dialogue about investing in America’s future. 
The fi nancial resources of the private sector have had an increasingly powerful 
infl uence on college access as many students face unmet need even after federal, 
state, and institutional fi nancial aid is applied. Scholarship aid can bridge this gap, 
decrease the amount students must borrow or work, and increase the likelihood 
of degree attainment. Many private sector corporations already are making 

What Can Be Done?
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valuable contributions. Given the potential lack of qualifi ed workers if the promise 
of college access remains unfi lled, more corporations should consider providing 
tuition reimbursement plans for their employees and dependents as a minimum 
investment for the future.

In the coming decade, the nation will reach a critical crossroads in its commitment to 
educational equity. The past 30 years have proven the importance of need-based grant 
aid in ensuring access for low-income students. Though the landscape of fi nancing 
options has changed considerably, grant aid will continue to be essential. The coming 
wave of high school graduates presents an invaluable opportunity to make signifi cant 
strides in decreasing the gaps in college-going rates among racial and income groups. 
All of the partners in the college fi nancing process – the federal government, states, 
institutions, and the private sector – must commit to this investment. The economic 
growth and social stability of the nation will depend upon our ability to capitalize on 
this opportunity.
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